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THE FINANCIAL PROBLEU CONFRONTING BANKS BECAUSE OF 

LOANS MADE UPON DISTILLED SPIRITS. 



Committee on Ways and Means, 

House of Representatives, 
Washington^ D. C.^ July 18^ 1917. 

Pursuant to notice, the Committee on Ways and Means met at 3 
o'clock p. m., Hon* Heiiry T. Rainey presiding. There were present 
also the following members of the committee : Messers. Dixon, Hull, 
Garner, Oldfield, Sloan, Lorigworth, and Martin. 

Mr. Rainey. Mr. Sherlev, will you present this matter and your 
witnesses to the committee ? 

Mr. Sherlet. I requested an informal meeting, both of the Ways 
and Means Committee and the Agricultural Committee, in order 
that a committee of bankers, mostlj^ from Kentucky, and some of 
them from other States, might be afforded an opportunity of pre- 
senting, briefly, the financial problem that confronts the banks in 
connection with loans that have been made upon whisky in bond and 
otherwise. These gentlemen do not desire in any way to discuss the 
social question of prohibition or any of its aspects, but they feel 
that the financial interests involved, the disturbance that would take 
place in credits, and the serious problem that confronts the bankers 
of the State of Kentucky, and many bankers elsewhere, is of such 
magnitude as to warrant them in asking at your hands a hearing, 
and if I may, I will present Mr. Johnston, who is the chairman of 
this committee of bankers, who will make a statement to you, and 
then Judge Humphrey, the counsel of the Bankers' Association, will 
be glad of an opportunity to address you. 

STATEMEITT OF MR. PEECY H. JOHNSTON, VICE PBESIDENT OF 
THE CITIZENS' NATIONAL BANK, LOTTISVILLE, KT. 

Mr. Johnston. Mr. Chairman and gentlemen, I might say that my 
remarks are largely contained in a brief that we will file with you. 
We bankers, being so far removed from the seat of power, are not 
altogether familiar with parliamentary proceedings and the ways of 
approaching these august bodies, and if w^e err in either etiquette or 
in statement we will ask that in view of such circumstances you be 
as charitable with us as you can. 

In. asking for a Hearing before your committee, we are actuated by 
no other motive than that of prctecting our respective banking insti- 
tutions. There are elements in the proposed legislation looking to 
the conservation of ford, etc., which we are apprehensive and fearful 
will result disastrously to the distilling business, and as we are the 
lenders of large .amounts oi money, running into- the millions, to 
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such interests, we have felt it prudent and wise to ask for this hearing 
and to lay before you gentlemen how serious might become our 
position were the proposed legislation so drastic that it forbid the 
orderly withdrawal of the manufactured product already on hand 
and upon which we have loaned, as heretofore stated, large sums 
of money. 

We should like to have it clekrly uhdersto^d at th^ outset that it is 
not our purpose or ijatent to ei^tetf into iny flijs^\issk>ti dooiceming the 
prohibition question, either as to the manufacture, sale, or control 
of liquors, but what we do desire to bring clearly before you is that 
the distilling business in Kentucky is, and has been in the past, a 
very large industry, and necessarily in the conduct of such a business 
bank credit has been sought and granted. The banks, until recently, 
have felt secure in such credits, as the business has uniformly beeix 
successful and profitable, and a warehouse receipt for a barrel of 
whisky in bond nas been for generations considered as safe bank col- 
lateral. In addition to this secured form of indebtedness open lines 
of credit have been extended to sUch enterprises and our whole credit 
structure is to a more or less degree interwoven with said busi- 
ness. No State in the Union has such a proportion of its wealth 
invested in the distilling business as Kentucky, and any absiblute 
destroying of the business without reasonable compensation would 
seriously affect many of our financial institutions. There are 233 dis- 
tilleries in Kentucky, the cost of the plants being about $30,000,000 
to $35,000,000. Under normal conditions these plants would be 
worth something like $65,000,000. In addition, the quantity of 
whisky in the warehouses of these distilleries is about 125,000,000 

gallons. If this large amount of whisky were forced out of the 
onded warehouses before the lapse of a reasonable time, say, for 
instance, one year, the requirements of funds for tax payments would 
put a burden on our Kentucky banks far beyond their ability to 
stand. Already we have severely felt the strain from such oper- 
ations brought about by the desire to tax pay whiskies since the pro- 
posed legislation has arisen. 

We, in Kentucky, have looked with favor upon the bonded ware- 
house receipt for whisky as a safe credit instrument, relying on 
the fact that the distiller has had an eight-year period in which to with- 
draw such whiskies from the bonded warehouse^ and inasmuch as he 
has been licensed by the Federal Government to manufacture 
whisky and that it was manufactured under the direct supervision of 
the Government and stored in warehouses under the Government's 
sole custody and control, and, further, that the distiller, as a guar- 
anty on his part for the faithful performance of the contract, namely, 
the withdrawal of the whisky at the end of the eight-year period, has 
furnished the Government with indemnifying bonds, with approved 
security, we have been led to believe that in effect the contract was 
as binding on the Government as upon the distiller, and we have not 
heretofore, or we might say prior to the present proposed legisla- 
tion, ever even considered that very drastic legislation would be en- 
acted that in effect would change the preexisting conditions and 
place in great danger pur large extensions of credit. 

What we now ask, after (Mireful co^sideration of the subject and 
of the needs of our country that is engaged in the great war, is 
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that such legislation ^s is enacted permit whiskies that have been 
manufactured prior to the passage of any new le^slation and such 
laws becoming operjitive, to be withdrawn from bonded warehouses 
in a normal way, and as they have in the past. Such permission 
would ^eatly relieve the financial institutions and would result in 
a self-liquidation of the indebtedness in an orderly manner. 

Many of our financiers and numerous other people strongly feel 
that any legislation that renders such properties valueless should 
embrace a clause directing that a committee of experts be appointed 
to investigate and report as to the amount of such loss to the dis- 
tillers and that such loss as would result from said legisktion 
should be borne by the Federal Government. 

This oommittee of bankers, which is composed to a large extent of 
members of the banking fraternity of Kentucky — and we have 
present also bankers from New York, Boston, Baltimore, and other 
cities — is not here in behalf of the whisky interests; we are here in 
the interest of our own institutions that have extended large lines 
of credit to an industry that until recently, we might say, has been 
considered highly respectable. We recognize the changed condi- 
tions; we think we see the handwriting on the wall, and what we 
now come before Congress and before you gentlemen and ask is that 
such legislation as is enacted be not so drastic that it will not per- 
mit the distiller, who has manufactured his goods under a law that 
existed in the past, to withdraw these goods, as we say, in an onlerly 
manner, and liquidate his indebtedness, and if he has anything le^ 
to start in a new business, turn his face toward the future and try 
and make good. 

We are not asking, as a^ committee of bankers, compensation for 
properties made valueless, even though we might individually feel 
that would be just; bmt we do ask that the lines of credit that we 
have extended to this enterprise in the past be not jeopardized and 
be not made worthless or tied up in a long period of years awaiting 
litigation, and we ask that the distillers be permitted to take out 
what they have made under what we feel is a contract with the 
Government, although it may not be a technical and legal contract. 
We feel that it is, to a certain extent, a moral contract made with 
the Government, and we think they should be given time within 
which to withdraw this whisky, and whatever the future may be 
as to prohibition, wet or dry, we want this business to be enabled to 
liquidate in an orderly manner. We do not want a whisky panic 
in Kentucky. We have a big problem down there to readjust our- 
selves; we have a problem similar to the problem the South had in 
reconstruction days. Our people have got to take a big loss— that is, 
it would seem they have — ^and we do not want to add any more 
burdens on our&el¥es or on them than we have to. 

I submit this for your consideration and will file with you out 
brief, whioh we believe is fair. 

Mr. Bainkt» Is it your thought that whisky now in bond should 
be i^itbdrawn At the present rate of tax i 

Mr. Johnston. /We do not question the rate that' you may fix as a 
(at puit; $2.80 is all piffbt. 

Mr* R4iN|;r. And Ao w a^ jrou are concerned and the •other banfc- 
er0 in Kentucky it does mt noake any diffbrdnde hotr high the tax' is t 
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Mr. Johnston. No, sir; unless it got so high that there would be 
nobody to take it out. But we raise no question about the proposed 
tax, which is about $2.20. 

Mr. Rainey. What is your idea of an orderly withdrawal of 
whisky from bond ? 

Mr. Johnston. I will give you our idea as a matter of fairness. 
These distillers have made this whisky under a law by which they 
could put if in a warehouse and leave it until eight years had expired. 
At the end of the eight-year period a distiller must withdraw the 
whisky. Not only must he withdraw it but he must give ah indemni- 
fying bond, with approved security, that he will withdraw it. In 
other words, the Government at the end of the eight-year period 
says : " I do not want to have any more to do with it ; you must take 
it out and either pour it in the river or store it in another warehouse; 
but you must take it out of my control and pay me my interest in 
that whisky," which at present is $1.10, and which will probably be 
$2.20 under the new law. 

Mr. Rainey. Your position is that they ought to be allowed to 
leave it in for eight years from the time it was manufactured, as 
heretofore? 

Mr. Johnston. Yes; that is what the banks had in mind when 
they made the loans. 

Mr. Rainey. And pay such taxes as the Government may impose? 

Mr. Johnston. Yes. 

Mr. Rainey. And this situation'has arisen by reason of the propo- 
sition to confiscate whisky in bond ? 

Mr. Johnston. Yes, sir. 

Mr. Rainey. And that is the particular thing you are against ? 

Mr. Johnston. Yes; that would not only destroy the plants but 
it would destroy our ability to realize quickly on the securities we 
have taken for the money advanced to them. 

Mr. Martin. How long is whisky usually left in bond ? 

Mr. Johnston. I should say that whisky is left in the bonded 
warehouses, on the average, about six or seven years. It has been 
held by experts — ^although I do not profess to be one in that line — 
that whisky properly stored in a warehouse is as good at the end of 
seven years as it will ever become as long as it remains in the barrel. 

Mr. Rainey. Is not whisky usually bottled at the end of four 
years? 

Mr. Johnston. Under the Federal statutes they can not bottle 
whisky in bond until it becomes four years old. 

Mr. Rainey. Is it not true that they take most of it out now at the 
end of four years ? 

Mr. Johnston. I would hardly say that, but I will give you what 
the average has been of whisky withdrawn in K^Btacky. We have 
been withdrawing 8,000,000 gallons a year; that has been bottled in 
bond, and the average production in Kentucky has been about 
25,000,000 gallons a year. So we have been withdrawing and bot- 
tling in bond about one- fourth the amount made. Bottling in bond 
is a matter that has come up within the last two years. Prior to 10 
or 12 years ago bottled-in-bond whisky was not on the market; but 
the practice grew, because men liked to have whisky that was bottled 
in bond because they felt they were getting pure whisky, which they 
vrere. 
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Mr. Dixon. Have you any data as to the amount of withdrawals 
within the last month ? 

Mr. Johnston. I could not tell you as to the amount of withdraw- 
als the past month, but I will say this : That for the last 10 days, 
or at least since this legislation has been proposed, the withdrawals 
in Louisville — and I understand from Col. Hoag, of Frankfort, K^., 
that the same is true there — ^have been heavier than ever heretofore in 
the history of the distilling business. It is quite evident that people 
are apprehensive that they might not get it at all, and also quite evi- 
dent that they may withdraw a great deal of it and evade the in- 
creased taxation of $1.10. 

Now, I would like to present Judge Humphrey. 

Mr. Garner. May I ask you a question ? 

Mr. Johnston, xes. 

Mr. Garner. You have about 125,000,000 gallons of whisky in 
bond now? 

Mr. Johnston. About 125,000,000 gallons ; yes. 

Mr. Garner. And upon this the bankers have advanced certain 
moneys upon warehouse certificates? 

Mr. Johnston. Yes, sir; also on open accounts and upon the dis- 
count of bills of exchange. 

Mr. Garner. You have about $35,000,000 invested in these various 
plants? 

Mr. Johnston. That represents the original cost. 

Mr. Garner. And probably the bankers have advanced some 
money on those plants! 

Mr. Johnston. Yes, sir. 

Mr. Garner. So that if the Government should commandeer liquor 
and take it over, that would nullify that security to the extent that 
it is not liquid ? 

Mr. Johnston. That is true. 

Mr. Garner. And the $85,000,000 which you have invested in the 
plants is nullified entirely, is it not? 

Mr. Johnston. I think so; yes, sir. I do not believe the plants 
could be converted into anything else, and I think they would be an 
almost total loss. 

Mr. Garner. So that you have a problem in Kentcuky of $150,- 
000,000 or $160,000,000 worth of investments that are likely to be 
either nullified or materially reduced by legislation ? 

Mr. Johnston. Yes, sir ; we have got the biggest problem in Ken- 
tucky that we have had since the slaves were freed. 

Mr. Longw^orth. What would be the effect of the Senate provision 
to buy whisky at cost plus 10 per cent? 

Mr. Johnston. Well, first of all, we have got to have a real defi- 
nition of what cost means. 

Mr. LoNGWORTH. That is what I want to get at. 

Mr. Johnston. If I knew that, I could probably talk more intelli- 
gently to the committee. But I do not know what cost means. Now, 
a distiller makes whisky, say, at 30 cents a gallon and he sells it 
to Sherwood & Sherwood, in San Francisco, or sends it to Portland, 
Me., at a price of 85 cents. 

Mr. LoNGWORTH. That is the cost of the material that is put in the 
barrel in the first instance ? 
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Mr. JpH^^STOiir. Yes, sir; ^ griBat djeal ha^ been 3old in that way, 
and we have no way of knowing what the cost would really be, and 
thi^re woi^ld bp grep^t difficulty in the l^quidatiou qf those debts. 

ifr. Sloan. What do you thipk they di(J with the liquor that was 
^ent tQ Af ^ine ? 

Mr. JppjfSTpif. I think th^t is used entirely for medicinal pur- 
poses. 

Mr. Garneb. The suggestion has been made that on account of the 
great withdrawal of this liquor, and the Government's probable loss 
of increased revenue, a bill should be introduced and passed immedi- 
ately placing the tax at, say, $2.20 or $5 a gallon. What would your 
people say about a prppositicm of that kind ? 

Mr. Johnston. Well, $5 a gallon would stop the withdrawal of it. 

Mr. Garner. Would it materially affect your securities? 

Mr. Johnston. If you should make the tax $5 a gallon, and we 
have already advanced 40 or 50 cents a gallon on the whisky, would 
it not seem, as a reasonable business proposition, that we would have 
to lose the 40 or 50 cents or put up $5 more in order to sit in the 
game? 

Mr. Garner. I was calling attention to the fact that if Congress 
did pass such a law as that you would be more handicapped than you 
are at the present time in furnishing the money few these people to 
take it out of bond, as they are doing now ? 

Mr. Johnston. Yes, sir. If tlie tax should be placed at $5, in the 
first place, I do nc^ know where they would get the $5 a gallon, be- 
cause the banks have already advanced, as I say, from 40 to 50 cents 
a gallon on the whisky, and most of our banks are already up to the 
^la^iInum limit that they can loi^n under the national banking laws 
and the Federal reserve laws, which is 10 per cent of the capital and 
surplus. 

Mr. Garner. Have you had any trouble in Kentucky in furnish- 
ing mo^ey to withdraw it at the present rate ? 

Mr. Johnston. We have already fe}t the strain ^ever^ly. 

Mr. Garner. I know it was stated about three years ago-, when we 
talked about putting an additional tax of Ip cents a gallon on liquor, 
that if we did that we were liable to create a panic in certain por- 
tions of the United States, and I believe your territory was included 
among those portions. 

Mr. Johnston. Yes, sir. 

Mr. Sloan. How much have the bankers of your State loaned on 
this whisky security ? I w ant to know just how much is in jeopardy ; 
not what you have invested or have secured ipi these real-estate propo- 
sitions, or anything of that kind, but just on the whisky? 

Jijr. Johnston. I should say that the lines of credit in Kentucky 
to the distillers are in the neighborhood of fifteen or twei^ty million 
dollars. Of course, with the tax payments coming on, if we can not 
^et the whisky out for what we have already ^dvanc^^? i^ looks like 
it has gone up the spout, and we either have got to sit in on this 
thii>g and put more in ox lose what we have already put in. 

Mr. '^V'lL^pN pf XUinQis, Wl^at dq you advance qn a gallon — about 
what percentage? 

. ]Vtr- JqHNSTOi^. It is largely determined by tl^^ braird, by the 
market pHce of the whisky. There is no real inflexibly rule. 
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Mr. Wii^soi^ of Illinois. Then some whisky is better than others ? 

Mr. JoifiiSTON. Decidedly so. Some whisky will sell for twice 
what others will sell for. Of course, after you have had the third 
drink there is no real difference, but I am talking about the n^?in who 
takes the first drink. 

Mr. SHER^iEr. Is it not the rule o| your banks to lend about $10 
a barrel on new whisky ? 

Mr. Johnston. As f say, there is not any rule, no fixed rule, as to 
the amount the banks will lend. 

Mr. Sherley. Mr. Chairman, Judge Humphrey, who is counsel 
for the banks, would like to be heard, and I think he can give you 
gentlemen information on any phase of the bcinks' relationship to 
these loans. 

STATEMENT OF HON. ALEXANDEE P. HUMPHEEY, ATTORNEY FOi 
lOTTISVILLE CLEARING-HOTJSE ASSOCIATION, LOTIISVILLE, KT. 

Mr. Humphrey. Mr. Chairman and gentlemen, I do not want to 
detain you for any unnecessary length oi time, and I will try to be as 
brief and concise as I am able in stating this matter. 

I think you should understand that credits are given in Kentucky 
to the whisky business in three forms. There is first the loan that 
is made to the distiller on the pledge of new whisky. Ordinarily, 
that pledge is at the rate of $10 a barrel. That is to enable the dis- 
tiller to finance his new crop. The second credit or form of credit 
that is given is in the case where the distiller sells his whisky in bond 
and makes a draft on the purchaser, which is accompanied by the 
warehouse receipts. The banks discount that paper^ and^ of course, 
there is involved in that transaction not the original cost of the 
whisky but the purchase price of the whisky. Then the third ele- 
ment is such credit as the banks give to the distillers, just as they do 
to any other merchants, on a statement of their assets and liabilities. 
Those are the three forms of credit that are given in Kentucky to the 
persons who manufacture whisky. 

For a long time the custom has been for the distiller to issue ware- 
house receipts, his own warehouse receipts, on whisky in bond^ That 
method of dealing with property has been challenged in late years, 
but has been held to be valid by various courts in the country and, 
among others, the Supreme Court of the United States. The objec- 
tion that was made to it was this: That a man was giving a ware- 
house receipt on property which was in his own possession, a thing 
ordinarily inconceivable at the common law, but so established has 
that custom been that the courts have all recognized that these ware- 
house receipts, although given by a distiller himself on his own prop- 
erty in bond, were valid and negotiable securities. 

These receipts are given, as I say, on whisky in bond, and they are' 
pledged, as JT said, for the purpose of financing a new crpp. But 
when the distiller sells that whisky in bond he issues these warehouse 
receipts in such a way that he or the purchaser can obtain the goods ; 
but they are almost universally, I may say universally, attached 
either to the note of the purchaser or to the draft that is drawn on 
the purchaser and discounted by the distiller with the bank as com- 
mercial paper. The bank discounts them on the faith of those ware- 
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house receipts, though, as I said a moment ago, the amount of dis- 
count is not what would have been advanced to the distiller by the 
bank in order to finance his crop, but the cost price, the purchase 
price of the whisky. 

In regard to the amount of money that has been advanced by the 
banks in Kentucky to the distillers, I can only say that it is, of neces- 
sity, an uncertain quantity. It is just like any other banking propo- 
sition where the bank lends money to an individual who is engaged 
in business, whether in the manufacturing business or in the mer- 
cantile business. 

There have been various propositions which have been put for- 
ward as to how whisky or distilled spirits shall be dealt with. 

In the first place, there has been put forward the proposition, in 
order to conserve the food of this country, that the distillation of 
whisky shall cease during the war. That is put forward as a con- 
servation of food proposition. To that we bankers — I call myself 
" we bankers," although I am only a lawyer, and any of you gentle- 
men who are lawyers will know that when I speak of " we bankers '' 
I am putting myself up very much higher than I have any right to be. 

Mr. Dixon. We borrow from the banks? 

Mr. Humphrey. We have a relation. We bankers have nothing 
in the world to do with that proposition. We are not here to give 
any advice on the subject of prohibiting the distillation of whisky 
during the war as a conservation of food measure nor to prohibit 
what, of course, must necessarily follow, the importation of distilled 
spirits during the war. We are here simply to put before you the 
condition of the financial institutions in reference to transactions 
with the jproduct which is now in hand. 

Let us see exactly how we stand as to that. One member of the 
committee, I think, Mr. Garner, asked the question of Mr. Johnston 
just now in regard to the amount of taxes that could be levied by 
the Government upon whisky still in bond. It must be obvious to 
you that any financial institution which has given credit for whisky 
in bond ana has taken as security for it the warehouse receipt is in 
the position of a second mortgagee, because the Government, for its 
taxes, is the first mortgagee. . You can see at once that there might 
be a point at which, if the first mortgagee was at liberty to increase 
his first mortgage, the second mortgage would not be worth anything 
at all. That is perfectly obvious, so that when you come to fix the 
point at which you shall tax whisky now in bond the financial insti- 
tutions of Kentucky and elsewhere are interested that the tax shall 
not be so great as to destroy the value of the whisky. In other 
words, if you add a tax of $5 a gallon, it is perfectly obvious that a 
bank which had loaned money on the whisky could not afford to pay 
.the tax and would have to abandon its lien entirely. 

We make no objection to the present tax which we understand is 
proposed of $2.20, nor are we here to say that it should not be $2.25 
(T $2.30. What we are here to say is that the tax should bear such 
a reasonable relation to the value of the property that the second 
mortgage which we have upon it shall not be rendered useless. 
Beyond that, we have nothing to say. 

In reference to the various propositions that have been put for- 
ward, one of the propositions that has been put forward is to pro- 
hibit the withdrawal of whisky from the bonded warehouses during 
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the war. You can see at once that the result of that would be to im- 
pose upon the person who has loaned the money on the whisky the 
positive necessity of continuing that security until the war is over, 
because if the whisky can not be withdrawn from bond and can not 
go into consumption, it is obvious that the lean can not be paid. 
Again, that throws on the lender, as it does on the owner, all of the 
accidents that may happen in the meantime. One of those accidents 
is the leakage, the outage, from the barrel. As you know, the Gov- 
ernment only allows a particular amount of outage — as I recollect, 
7^ gallons. 

In other words, when a barrel of distilled spirits comes out of bond 
it must represent the amount of whisky that was in the barrel when 
it went into bond less, at the outside, 7^ gallons. If more than 7^ 
gallons has leaked out of the barrel or has gone from the barrel in 
any way, the tax has to be paid to bring it up to the capacity of the 
barrel, less 7^ gallons, even thbugh the whisky is not there. You see, 
therefore, at once that the lender, as well as the owner, must run the 
risk of that excess outage, because, as I said, you must pay the tax, 
not on the contents of the barrel as it comes out, but on the contents 
of the barrel as it should be, less the Carlisle allowance. Those are 
the two most serious objections upon the part of the financial institu- 
tions. One is the necessary pcstponement of payment by the distiller 
to them, because the only way he can pay is by selling his whisky, 
and the risk that the lender, as well as the owner, must run of acci- 
dents, among which the most serious is the leakage from the barrel. 
So, at the end of this war, the lender on whisky in this country may 
find that the only way he can withdraw it from bond is paying not 
$1.10 or $2.20 or whatever the tax may be upon the actual contents 
of the barrel, but upon what the contents of the barrel should be. 

It is certainly obvious, I think, that no sane man would lend upon 
any kind of a product when he had to face that sort of a contingency. 
Those are two things that must necessarily have presented themselves 
to the bankers when they loaned this money. One was that the 
whisky could not be withdrawn, under the rules of law as then laid 
down, within a particular period, and not that the Government was 
bound to continue its tax at $1.10, but that the Government would 
not so increase the tax as to destroy the value of these liens. Those 
things seem to me to be so obvious as matters of mercantile proposi- 
tions and fair dealing that I need not further dwell on them. 

We come to advance ourselves to another proposition, and that is 
that the Government shall take over all of tne present product. 
There are two propositions that have been made. One is that the 
Govermnent shall take over the present product at cost and 10 per 
cent. 

Mr. Garner. Would it interrupt you if I should ask a question. 
Judge? 

Mr. Humphrey. Not at all. 

Mr. Garner. You are a lawyer and therefore you have probably 
given this some thought. Do you think that that would stand^ the 
test of the courts ? 

Mr. Humphrey.. I do not. I think it is absolutely unconstitu- 
tional. I do not think — ^I would not say any reasonable doubt, be- 
cause the proposition has been introduced by a Senator and a great 
many Senators have voted for it. I do not see where the Fifth 
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Amendment to the Constitution ap^li^s which requires that private 
property shall not be taken for pujbhc'^se without just compensation, 
if the (jovernment of the Unitlsd States can come and say " I will 
take your product and pay you cost' and 10 per cent, and pay any 
other amount which is nxed by a judicial determination." 

Let us look at that proposition not from the standpoint of con- 
stitutional law, but from the standpoint of practicability and of 
fairness. Where are we when we talk about cost SLiid 10 per cent ? 
Cost and 10 per cent to whom?' Obviously to the owner of the 
property which is taken. I will use this illustration. Here is a man 
who has 200 barrels of whisky. He has sold 100 barrels of that 
whisky in bond to a jobber at 85 cents a gallon. He still holds the 
other 100 barrels which has cost him — taxes, insurance, cost of man- 
ufacture, and overhead charges and all that — 40 cents a gallon. A 
man comes to him and says, " I will give you 80 cents a gallon for 
that whisky — the other lOiO barrels." /He says, " No ; I will not give 
it to you, because the market price is 85 cents." When you come to 
apply this cost question, it is obvious that if you are going to apply 
it, you must apply 85 cents to the cost of the man who bought the 
whisky — 100 barrels — and you must apply the cost to the man who 
held the other 100 barrels 40 cents. Can anything be more unjust 
than that. I am not talking about the constitutionality of the law ; 
I am talking about justice. Where a man has a stock of whisky on 
hand and has sold part of it at the market price and still holds the 
rest of it, what could be more unjust than to say to the purchaser 
" I will give you what you agreed to pay for it," but to the man who 
holds the residuum, " 1 will not pay any market price, but I will 
simply pay you what it cost." I do not believe anybody who will 
sit down and figure out that proposition can doubt for a moment 
that it is absolutely commercially unfair. 

Let us advance a step. Another proposition is that the President, 
or some person under him, of course, shall fix the value of the 
whisky — the market value — and that the oflfer of the Government 
shall be presented to the distiller and the request made of him, " Will 
you take this, or will you decline it?" If you take it, all well and 
good. If you decline it, we will pay you 75 per cent of the olfer, 
and then you can bring a suit for the determination of its true 
value." In other words, the Government will fix a price, it will say 
to the man, " You may take it or leave it. If you take it, you must 
take it at the price which the Government fixes. If you leave it, 
you can only get 75 per cent, with a lawsuit for the other 25 per 
cent or whatever the value may be." Let us see exactly where that 
puts the owner of the whisky and where it puts the man who loaned 
money on the whisky. A distiller has that offer made to him. He 
goes to his bank and says, " This is an inadequate offer. It is far 
below the market price, and I do not want to take it." " Well," says 
the banker, " but I have loaned you money on th^t What do you 
propose to do? Do you propose to give me as part of the security 
that I now have a lawsuit against the Government of the United 
States?" 

That is the position in which many men would be put. A great 
many distillers,, who aria weak financially, would be camp^Ued to at^ 
cept the Government's offer, bo matter how inadequate they might 
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think the Government's offer to be, because they could not persuade 
the bank, who had financed, them, that a lawsuit was better for $100 
than $75 in hand. I think that is trtie, not only as tp the pcirsons 
who are uilder the burden of debt, but it also applies to all persons. 
What is a lawsuit? Here, perhaps, I am a little heretical, being a 
lawyer, but of all the unprofitable enterpriseis that I have ever known 
persons to be engaged in, the most unprofitable is a lawsuit. It takes 
years and years, i ou may win and you may lose. When you win. 
Where are you? You have had yqur years oi waiting, you have had 
your expenses piled up on you, you have had, I hope, always generous 
counsel fees, and at last you have got a judgment in the Court of 
Claims. WeU, I know, and everybody knows, from personal experi- 
ence, that the Government of the United States promptly passes ap- 
propriation bills for whatever money they ought to pay which is 
adjudged against them in the Court or Claims. I referred this morn- 
ing before the Senate Committee to the French spoliation claims. I 
have friends who, 75 years after the Government had agreed to pay 
the claims, were looking forward with eagerness and anxiety to the 
time when these French spoliation claims were to be converted into 
legal tender. But that is a proposition which will not commend 
itself to any man, I think, who wants to look at this proposition from 
a business standpoint. 

What is the alternative? If you gentlemen do that, the alternative 
is this: To allow these distilled spirits to be withdrawn from the 
bond in an orderly way. Here I will have to differ from Mr. John- 
ston, who has addressed you, though I am supposed to stand as a 
representative of his principal, but 1 am bound to say this : I do not 
think that the Government is bound in this present emergency to 
continue the eight-year bonded period. I think that the Government 
has the right to increase the tax from $1.10 to $2.20 and has also 
the right to shorten the bonded period, but when you come to shorten 
the bonded period you have no more right to make that too short 
than you have the right to make the tax too high. I want to illus- 
trate that in this way: You take the enormous amount of whisky 
that is now in the bonded warehouses of Kentucky, aiid some one 
proposes — I do not know who — ^that all that whisky must be with- 
drawn from bond in SO days, and you call on them to try to get the 
bankers of Kentucky or elsewhere to furnish $220,000,000 in order 
to withdraw that whisky from bond in 30 days, and you put on them 
a load that they can not possibly stand, and it is perfectly obvious 
that they can not, with all the demands that are now upon the finan- 
cial institutions of the country, and not only the financial institutions 
but the individuals, to buy Liberty bonds, to prosecute the Red Cross 
work, and various other charitable things to which they are called 
on to contribute money, and to which they have heretofore con- 
tributed generously, and I hope hereafter will contribute generously, 
to put on top of that this enormous burden is simply to break the 
financial back of the banks in Kentuckv. 

My judgment, therefore, is^ and I think I speak the sentiment of 
most of the bankers, that if the Government would say that during 
the next four years all whisky shall be withdrawn from bond, that 
would be a conservative regulation, just as $2.20 would be a conserva- 
tive regulation, but less than four years will inevitably present to 
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the financial institutions who have had this matter under their care 
serious problems. 

The observations which I have made may be summed up, I think, 
concisely in three or four propositions. First, to direct that no dis- 
tilled spirits shall be withdrawn from bond during the war. is con- 
fiscatory. It is depriving the persons who own this very large 
amount of property of its use during this period and is putting a load 
on the banks that they ouffht not be requiml to bear, and it is putting 
a risk on them of loans which was not contemplated at the time they 
were made. That is the first. The second is: Any proposition on 
the part of the Government to take over this product at cost and 
10 per cent is entirely impracticable, entirely unfair, and I have 
no hesitancy in saying, according to my belief, absolutely 
unconstitutional. 

As to the other proposition of taking it over at a fixed price and 
paying 75 per cent now, let us examine that proposition just for a 
moment. Suppose that I am representing a railroad company, and 
I should come to one of you gentlemen and say, " I want to condemn 
a right of way through your farm. I think the damages to your 
farm will be $5,000. If you want to take $5,000, 1 will give it to you. 
That is what I think is the damage to you ; but if you do not take it, 
I will only give you 75 per cent of $5,000; I will give you $3,750; and 
then we will have litigation as to the rest." Is there any lawyer or 
any man who would say that that was a fair proposition? All con- 
demnations of property that I know anything about involve, in the 
first place, an offer by the condemner to the person whose property 
is to be condemned of what the condemner thinks is a fair price. 
There can be no proceedings in condemnation until the parties have 
failed to agree as to what is a fair price. The Government comes 
forward, because the Government is just like an individual in this 
instance, and says to the distiller, "I think a fair price for your 
product is $1 a gallon." Then, if the distiller says, "I will not take 
that," the Government says, "I will pay you but 75 cents." 

Mr. Garner. Do you know of any other proposition that the Gov- 
ernment has ever made to take private property without paying just 
compensation therefor? 

Mr. HuMPHRET. No, sir ; I do not. 

Mr. Garner. Is there any reason why the Government should do 
so with liquor? 

Mr. Humphrey. When the Constitution provides that private 
property can not be taken without just compensation, I do not under- 
stand that any article of private property is omitted. 

Mr. Garner. Is not this the first time in the history of this country 
or of any of the States of the country when it was proposed that pri- 
vate property should be taken by the Government without just com- 
pensation? 

Mr. HuarpHREY. I have never known of an instance. Therefore, I 
think that that proposition must be laid aside on the constitutional 
ground and on the commercial ground. I think further that what 
the Government can do and what it has a perfect right to do is, in 
the .first instance, to prohibit the further distillation of whisky a's a 
food-conservation measure and to provide that the tax shall W in- 
creased up to a point, however, that will not be confiscatory in its 
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characto* and reasonable in amount, and, further, that the owners 
of this product 

Mr. KAiNEr (interposing). The tax in England now is $4.80. JDo 
ycu think that that is reasonable or unreasonable ? 

Mr. Humphrey. My judgment is that $4.80 would be confiscatory. 

Mr. Eainey. They do that in England. 

Mr. Gailkek. They feed the soldiers in England on rum. 

Mr. Humphrey. 1 do not know what the English taxes are. I 
think in the market now, as I understand, ripe whisky is selling for 
about 85 cents, and I think to put on it $5 would be very serious as 
to whether it would not destroy the value of the second lien. It cer- 
tainly would put an enormous obligation on the banks who have ad- 
vanced this money. 

Mr. Martin. The banks would have to carry that? 

Mr. Humphrey. Yes, sir. 

Mr. Wilson of Illinois. Does not a higher tax place a higher value 
(>n the liquor? 

Mr. Humphrey. Necessarily a man can not buy free whisky. 
I recollect a great many years ago when they had a $2 a gal- 
lon tax on iidiisky. I have known of very large transactions at 
$2.10 for free whisky, but I always believed those transactions 
meant whisky that was stolen out of the warehouse and upon which 
the tax had not been paid. That was really, I think, the reason for 
the whisky frauds during the administration of President Grant, 
that the tax was so high in proportion to the value of the product 
that the frauds became numerous. In other words, I think the Gov- 
ernment can defeat itself in exacting a revenue when it makes it so 
high that the temptation is so great to commit fraud as to defeat its 
own ends. 

Mr. Wilson of Illinois. Would your investigation indicate that the 
manufacture of this product would cease under the provisions of the 
Senate bill? 

Mr. Humphrey. Yes, sir. 

Mr. Wilson of Illinois. That would only deal with the whisky 
now manufactured? 

Mr. Humphrey. That would be a guess as to how much a man 
would be willing to pay for a drink. 

Mr. Rainey. I understand — I do not know anything about it — that 
they are charging over the bars in Washington 20 cents for a drink. 

Mr. Humphrey. I do not know as to that. Of course, a man in 
getting liquor is limited by two things — first, his anxiety to get it ; 
and, second, the money he has with which to buy it. 

Mr. Rainey. I have always understood that the higher the tax 
upon whisky the higher the price, and that they are already getting 
more money than before. 

Mr. Humphrey. I think that is true. 

Mr. Rainey. And by putting $4 or $3, or whatever it is, $5 tax on 
whisky, whisky will still sell at $5 more than it sells for to-day. 
Whatever we propose to do, it will increase the price in Kentucky or 
anywhere else? 

Mr. Humphrey. I do not think so. 

Mr. Rainey. By putting a tax of $5 yon increase the value of a 
gallon of whisky $6 and the banks would not be hurt any? 
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Mr. Humphrey. I do not know. That assumes always that the 
second mortgagee has enough money to protect himself against the 

first mortgage. 

Mr. Garner. Fifteen million dollars or twenty million dollars have 
been advanced in Kentucky as loans against liquor and distilleries? 

Mr. HtJMPHRET. Yes, sir. 

Mr. Garner. That is not all the monev in the United States that 
has been loaned against liquor and distilleries in the State of Ken- 
tucky ? 

Mr. Humphrey. Oh, no ; of course not. 

Mr. Garner. Can jon give an estimate of the amount of money 
loaned by the financial interests of the country, as against this 
$160,000,000 worth of property in Kentucky ? 

Mr. Humphrey. No ; I can not give you any statistics. 

Mr. Garner. Can you give any estimate about the amount of 
money loaned in the State of Kentucky against these distilleries 
outside of the banks? 

Mr. Humphrey. No ; I can not. 

Mr. Garner. I take it that there are some mortgages on real estate 
and other things connected with these distilleries of which the 
bankers would not have cognizance? 

Mr. Humphrey. I imagine so. The Chairman asked me just now 
about that matter of a tax of $5. A bank is not allowed to loan any 
customer more than 10 per cent of its capital and surplus. It has 
loaned, we will say, to a distiller 50 per cent of its capital and sur- 
plus on warehouse receipts ; it is called on to pay a $5 tax, and it is 
perfectly obvious that in order to pay that $5 tax it may have to lend 
to the distiller an amount of money that will exceed the legal amount 
that it is entitled to loan, so that unless the banks could get assistance 
from the outside you can see where they would be placed at once. 

Mr. Garner. &ippose Congress at this session passed a law pro- 
viding that there should be no more distillation of liquor but did 
not provide for the commandeering of the whisky now existing, but 
leaving the liquor now manufactured to be disposed of by those 
owning it ; that would naturally increase the value -of liquor in this 
country ? 

Mr. Humphrey. Exactly. 

Mr. Garner. Especially if Congress provided against the impor- 
tation of liquor, which it will doubtless do. 

Mr. Humphrey. Yes, sir. 

Mr. Garner. I am inclined to think that as we go along possibly 
a larger tax should be levied upon that liquor, provided sufficient 
time is given in which to sell the liquor in those States of the Union 
that give an opportunity and permit its citizens to utilize it ; and it is 
my judgment that that is about what you gentlemen had better cal- 
culate on. 

Mr. Martin. Do you mean to increase it from year to year ? 

Mr. Garner. I mean, as we go along. By some I am classed as an 
anti (without any authority from me, however), but I will say to 
you frankly that I am in favor of getting all we possibly can out of 
the liquor that is now on hand. I class liquor and tobacco as not 
being necessaries, and I think the Government is entitled to get all it 
can out of that business. I simply tnention this to you in order that 
you may consider it. 
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Mr. 'Humphrey. What we are here for is very simple. First, we 
are not here for the purpose of arguing the question as to whether 
there shall be no further manufacturing of whisky. 

Mr. Garner. I do not think it would do you much good to make 
that argument. 

Mr. Humphrey. I do not think it would, ainl that is one of the 
reasons why we did not come here for that purpose. But whether for 
good or bad reasons, we will put that aside. All we are here for is to 
consider the present situation, the existence of a certain amount of 
distilled liquor in bonded warehouses upon which we have given 
credit. What we want to say is that we think that liquor, as well as 
all distilled spirits, should be allowed to be withdrawn in a reasonable 
time and in an orderly way, and that you should not compel the banks 
to finance the whole of this, or a large part of it, suddenly. 

Mr. Rainey. What would be a reasonable time? 

Mr. Humphrey. I think about four years. 

Mr. Rainey. The present bottling period?. 

Mr. Humphrey. Yes. Four years, in my judgment, would be a 
reasonable time. Of course, that four years, you understand, would 
not apply to all of the whisky, because eight years is the limit, and 
there is whisky in bonded warehouses which may have been put in in 
1913, 1914, and so on, which will have to come out under the present 
law. 

Mr. Wilson of Illinois. There is not much eight-year whisky, is 
there? 

Mr. Humphrey. I think there is probably very little eight-year 
whisky, because, I think, at the end of four years the practice of 
bottling in bond has become so universal that very little whisky is 
left in bond after that time. 

Mr. Garner. Do you not anticipate that if Congress passes a law 
prohibiting the manufacture of liquor — because if they do it during 
the war it will never get back after the war, and there will be no 
further importations or manufacture of liquor in this country — 
that probably at the end of four years we will have most of it used up. 

Mr. Humphrey. Well, I would not be at all surprised. 

Mr. Lever. What is the second thing you want done? First, you 
want a reasonable time within which to withdraw this whisky in 
bond? 

Mr. Humphrey. The only other thing I want to speak of is this, 
that I do not think the tax ought to be so high as to prevent the 
banks and dealers from protecting their second mortgages. 

Mr. Garner. You are satisfied with the tax of $2.20 a gallon ? 

Mr. Humphrey. I think that is a reasonable tax, if you ask me for 
my individual personal opinion, and I do not think that among the 
bankers there has been any objection to that at all. * 

Mr. Johnston. May I answer the question asked by Mr. Garner? 
He asked whether there was any considerable number of loans out- 
side of the loans made by the banks. I should like to say that my 
experience is based on the fact that I was a national-bank examinei^ 
for a number of years in Kentucky for the Government. In nearly 
every county where there is a distilling business there are loans made 
by individuals. The business has been considered a safe business and 
the credits have been preferential credits. In many counties, in 

3420—17 2 
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fact, nearly all of them, there are women having estates and manag- 
ing them tor themselves who have asked the distillers to take their 
money and use it. We have no way of knowing how much money 
has been used in that manner by the distillers of kentucky. tn the 
county in which I grew up there were 12 distilleries and a large 
amount of money was loaned by individuals to the distillers. People 
who had money to invest would come in to see us about making loans 
and we would give them the paper of the distillers but, as I have 
said, we have no way of knowing just how much that tvould amount 
to. But in any event those people would be in the same condition 
as the banks if they had to come in and pay a tremendous amount of 
tax. I do not know where they would get the money with which 
to do it. 

Mr. Garner. Do you not imagine that at least 50 per cent of the 
$160,000,000 worth of property is obligated for debts ? 

Mr. Johnston. I think that would be a fair estimate. 

Mr. Sloan. How many counties in Kentucky permit the distilling 
of liquors ? 

Mr. Johnston. All of them. 

Mr. Sloan. Most of Kentucky, however, is what you call " dry " ? 

Mr. Johnston. They have local option. 

Mr. Sloan. But it is dry? 

Mr. Johnston. Each county governs for itself. About 100 cut of 
119 counties are theoretically dry. 

Mr. Sloan. Dry as to manufacturing liquors? 

Mr. Johnston. No, sir; only as to sale. 

STATEMENT OF HON. SWAGAR SHERLEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KENTTJCET. 

Mr. Sherley. If I may be permitted, in view of some of the ques- 
tions and answers, I would like to make just a very brief statement 
to acc3ntuate one point which I do not think is quite appreciated, 
and it is this : That the value of the product, when you add to it the 
tax, is very large in proportion to the capital of the man dealing in 
that product, very much more so than in almost any other business, 
and it follows as a necessary corollary that the manufacturer or dis- 
tiller is not able himself financially to carry the load that the value 
of his product makes necessary, and it follows from that that the 
load has to be carried either by the banks or by loans made elsewhere. 
This will result, whenever you get your tax so high or get your 
period for withdrawal so short as to require a tremendous amount of 
money to be made available in order to meet the Government's 
requirements: You put a strain upon a community that it can not 
carry. If that whisky were scattered out in the hands of hundreds 
of holders who were selling it to the public, they could in a large 
measure take care of any increased value in that whisky, because they 
would be making sales at the increased value, which would enable 
them to carry the load. But when its value has been greatly in- 
creased by taxation, and it is necessary to pay that tax all at once, a 
man must be a very rich man or a bank must be a very strong bank 
to be able to advance that money in a lump sum and then wait for 
the return of it through the consumption of the thing. That is the 
basic point that is frequently lost sight of. 
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It has been suggei^ted here that inasmuch as you ar^ going to cut 
off the manuf acti^*e of alcoholic liquors, that of necessity, there being 
a lessening quantity and yet a considerable demand, the value wifi 
greatly increase, and that bpcause the value will greatly increa^ it 
can stand a heavier burden. It could stand it if that burden were 
distributed and if the whisky were held in small lots, but being held 
in bond, money having to be paid to Uncle Sam and withdrawals 
having to be made in ^. short period of time, it has jgpt to be paid 
at once, and that means that the bqinks would have to advance to their 
customers an amount of money that they could not advance in many 
instances without violating the national bank laws, which prohibit a 
loan beyond 10 per cent of- their capital to one customer, and which 
they could not advance as a physical matter without seriously impair- 
ing their ability to take care of the credits of other customers. 

The proposition from a business standpoint, layii^ aside any ques- 
tion and any view that men may have on prohibition and its desir- 
ability or nondesirability and its enforcibility or nonenforcibility, 
is this : What can the Government get without creating such a condi- 
tion as will cause serious financial^difficulties and without imperiling 
the revenues it expects to get f rom'this source? Men will diner as to 
that. Manifestly it can get more than the present tax of $1.10, but 
manifestly, to my mind, it could not get the amount suggested by my 
friend Mr. Bainey, somewhpre between $2.20 and $5. 

Mr. Bainey. I did not suggest any amount. 

Mr. Sherley. I thought you suggested a tax of $5, which I do not 
think whisky could stand. 

Mr. Garner. If you will allow me to interrupt you, the rate now 
in the bill, as virtiuiUy agreed to by both the House and Senate, is 
$2.20 a gallon. When this matter goes along for 12 months and Con- 
gress prohibits the manufacture or liquor and you get down to the 
point where there are not but forty or fifty million gallons of whisky 
m the coimtry, I do not doubt we will consider the question of going 
higher, ijf it is believed it can stand it. 

Mr. Sherley. I do not want to go into that question, and my only 
reason for taking the time of the committee at all was to impress 
upon them this basic fact, which I will take the liberty of repeating : 
That the distilling business is one where the value of the product, 
by virtue of the tax placed on it, is very great when compared with 
the capital that the distiller has in doing that amount of business. 

Mr. LoNGwoRTH. Could you elaborate on that just a bit and give 
us a concrete e^pample ? • 

Mr. Sherley. In the old days, dependent on the price of grain and 
many other things, it cost anywhere :frpm 20 to 30 cents to make high- 
grade 'whisky. It is probably costing more than that now with the 
high prices of corn and the other grains; it is likely it is costing as 
much as 40 cents. At the present tax rate of $1.10 you have jgot 
pretty nearly three times the cost of the article in the tax. One of the 
reasons for the extension of the period in^which the liquor should 
stay in bond was to enable these ipeiji to spread tneir Government 
tax or. liability over a longer period a^nd eyiabl^ them to finance their 
business. It used to be a three-year period instead of an eight-year 
period. *Now, by virtue of this tax, a man must finance not only the 
cost, bu|t three timf^s the cost added to it by virtue of the existing tax. 
If you make the tax $2.20, you make him finance the cost of the 
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whisky— and in cost I mean also the carrying charges, which mount 
up considerably, because you have lost by virture of evaporation, and 
wnile he may escape some part of the tax on account of evaporation, 
to the extent of 7| gallons over a period of 8 years, being less for a 
shorter period, still the man must bear the original cost of th**. 
whisky. 

Mr. LoNGWORTH. As a matter of fact, the outage for eight years 
is a good deal more than 7i gallons, is it not ? 

Mr. Johnston. It is 7| gallons for three years. 

Mr. SH£RiiET. . And I believe it is 15 gallons for eight years. But 
that does not change the principle. He must bear the carrying 
charges, the cost of his whisky, and then he must be able to finance 
the tax. That places a very heavy burden upon him and it is a bur- 
den that is in nearly all instances carried by the banks. If you ask 
them all of a sudden to tax pay this whisky, no matter what its age 
and no matter whether there be an immediate market for it, you are 
asking them to extend credits to a man way beyond his credit status 
and way beyond what a reasonable banker would loan, because while 
the distiller may still hold receipt? for the whisky, after it has been 
tax paid, he can not necessarily dispose of that whisky immediately. 
In tne meantime this loan has got to be carried, and if he does have 
to dispose of it immediately, instead of having an advanced market 
and an advanced price of whisky he will have the price of it smashed 
all to pieces, and while somebody may eventually get the increased 
value the immediate effect will be to bankrupt the people who are 
directly related to it. I think I am warranted in saying that it is 
that viewpoint that these bankers desire to present to the committee, 
and I am sure I express their appreciation for the hearing that you 
gentlemen have been generous enough to accord them. 

Mr. Johnston. May I say just a word in answer to a question, and 
as an illustration we will say that a distiller has $7t50,()00 worth of 
capital in his business ; he has on hand 1,000,000 gallons of whisky, 
which he has made at the present prices of grain, malt, hops, interest 
charges, insurance, and everything else, and it stands him at 45 cents, 
making $450,000. He is confronted, let us say, in the next 90 days 
with a tax payment of $2.20 in order to get his whisky out of the 
warehouse. He has a capital of $750,000 and he has tied up in the 
manufactured product $450,000, and therefore he must raise $2,- 
200,000 in order to protect his manufactured product. In other 
words, in order to protect that million gallons of whisky he has got 
to have $2,650,000 in cash, and it would be almost a. physical impossi- 
bility for him to get it because I do not believe we could take any of 
the distillers to New York or Chicago, or any of the big money cen- 
ters, and get that amount of money when there was an element of 
danger confronting their business. We used to be able to do it but we 
can not do it now. 

Mr. Dixon. What percentage of the liquor in bond is owned by the 
distillers themselves? 

Mr. Johnston. About one-half. 

Mr. LoNGwoRTH. Would that be a reasonable supposition, the case 
you have mentioned? • 

Mr. Johnston, Yes, sir. 

Mr. LoNGWORTH. $750,000 capital and $450,000 in manufactured 
product? 
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Mr. Johnston. Yes; that much of an investment in product, based 
on a million gallons in bond. 

Mr. LoNGWORTH. At an average cost of 45 cents a gallon? 

Mr. Johnston. Yes, sir. In other words, he would owe 4 for 1 
of his quick assets, and he could not go to any bank and get credit on 
that basis. 

Mr. Sloan. How does the amount of bills receivable secured by this 
liquor in bond in the city of Louisville compare with the total capital 
and surplus of the banks of that city ? 

Mr. Johnston. Well, it is probably in the neighborhood of 10 per 
cent. 

Mr. Sloan. How do those bills receivable, so secured, compare with 
the total bills receivable held by all the banks in the city of Louisville? 

Mr. Johnston. Well, it would be larger than the total amount of 
bills receivable ; probably 15 per cent. 

Mr. Sloan. I mean, how do the bills receivable secured by this 
liquor in bond compare with the total of bills receivable of all the 
banks? 

Mr. Johnston. Direct and indirect ? 

Mr. Sloan. Secured direct 

Mr. Johnston (interposing). By the warehouse receipts? 

Mr. Sloan. Yes. 

Mr. Johnston. You do not refer to paper that is given in the pur- 
chase of the commodity, like discoimt paper? 

Mr. Sloan. No. 

Mr. Johnston. You want the direct paper? 

Mr. Sloan. Yes. 

Mr. Johnston. Probably 10 or 12 per cent. 

STATEMENT OF ME. EMBEY M. SWEAEINOEN, FEESIDENT OF THE 
FIBST NATIONAL BANK OF LOTJISVILLE, EY., AND FEESIDENT 
OF THE LOTTISVILLE CLEAEINO HOTTSE ASSOCIATION. 

Mr. SwEARiNGEN. I just waut to illustrate what a $5 tax would 
mean. We have a customer who owes us on 4,000 barrels of whisky 
§^40,000. At $5 a gallon it would require him to raise about $200 a 
barrel, or $800,000, to pay the tax. In order to protect the bank's 
investment of $40,000, if he put the proposition up to us of raising 
the money-— $800,000— our difficulty, even if we had plenty of money, 
would be the legal amount that we could loan. All we could loan in 
our bank would be $70,000, so that we could only help him out to the 
extent of $30,000. 

Mr. LoNGWORTH. That is, under the rule that you can only loan 
to one customer 10 per cent of your capital stock and surplus? 

Mr. SwEARiNGEN. Ycs, sir. I simply call attention to what that 
would mean, and when you consider that 4,000 barrels of whisky 
is an insignificant amount of whisky for all the banks in Louisville, 
you can readily see what the proposition would be that would be put 
up to us. 

Thereiipon the committee adjourned. 



